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The Chinese economy has been growing 
consistently at 11 per cent per year in the past 
two decades (Department of Foreign Affairs and 
Trade (DFAT) 2007), a phenomenal rate that 
billion or 15 per cent of total Australian imports 
(DFAT 2007). China has become an essential 
economic partner for the Australian economy 
and has altered its pattern of trade. 
analysts expect to continue until at least 2011. Doing business in China is a very attractive 
This is encouraging many Australian businesses proposition for Australian firms. In mid 2006, 
. . there were approximately 3250 businesses 
to look to China for opportunities. But, if you want t' f A l' Ch' d h expor mg rom ustra la to ma, an t e 
to successfully do business in China, you need Australia China Business Council (ACBC) 
to thoroughly research and prepare - and that is reported that there were more than 400 
where our checklist can help. Australian businesses currently operating 
I ntrod uction 
The economic importance of China to the 
world, and to Australia in particular, is clearly 
evidenced by rapidly increasing trade figures. 
Trade between Australia and China grew from 
$A13 billion in 2002 to $A45 billion or 14 per 
cent of the total trade in 2006 (DFAT 2007). 
Since 2004, China has been Australia's second 
largest trading partner, and in 2006, it became 
the largest source of imports, reaching $A25 
in China. Major areas of recent opportunity 
include: mining and energy, agribUSiness, 
manufacturing, building and construction, 
management, consultancy (for projects such 
as the Olympic Games), regional development, 
and financial, legal, education, engineering, 
and architectural services. Major merchandise 
exports from Australia include iron ore, wool, 
copper ore, and coal. Australia's major service 
exports to China include education and related 
travel, and personal travel, excluding education 
(for example, Chinese visitors to Australia). 
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Reading this snapshot, it is easy to see why Australian businesses are excited by the prospects 
and opportunities offered by China. For decades, analysts have been examining international 
markets, trying to formulate strategies for entering foreign markets successfully. There are 
several views that are influential in explaining how businesses can internationalise. Based on 
these views, we have devised a checklist of twelve things businesses should consider before 
entering the Chinese market. 
Australia-China Business Checklist Summary 
In Table 1, we have grouped the 12 facors which should be contemplated in the decision making 
process of companies considering doing business in China. The first group of factors we refer to 
as 'getting to know China', which includes the economy, culture, legal system and framework, 
politics, geographical region, and other broad, systemic issues. The second group refers to the 
factors relating to your business, including the industry it belongs to, its market and products, 
the size of the business, and its financial resources and capability, The final group relates to a 
range of possible strategies to pursue. 
TABLE 1: AUSTRALIA-CHINA BUSINESS CHECKLIST SUMMARY 
GETTING TO KNOW CHINA THE BUSINESS 12 CHINA BUSINESS STRATEGY 
1 Economy 
2 Culture 
3 Legal system 
and framework 
4 Political system and politics 
5 China in the World Trade 
Organisation (WTO) 
6 Australia's Free Trade 
Agreement with China 
7 Regional location in China 
8 Which industry are you in? 
9 Market and product 
related factors 
10 Size 
11 Financial resources 
and capability 
Getting to Know China 
1 ECONOMY 
Domestic market focused (produce 
in China, export back to Australia) 
Export market focused 
(export from Australia to China) 
Host country focused 
(produce in China, and sell in China) 
Other market focused (produce 
in China, sell in China, an in other 
markets) 
China's economy was initially a centrally planned economy that was closed to international 
trade. It has now opened up to be market oriented, with a growing private sector. China is a 
major player in the world economy (Central Intelligence Agenda (CIA) 2007). China's economy 
has been growing on average 11 per cent over the past five years since 2002 (DFAT 2007). Its 
population is 1.314 billion people, and its per capita income (purchasing power parity (PPP)) 
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has almost doubled in the last five years, 
with it being $US4753 in 2002, and $US8788 
in 2007 (DFAT 2007). In 2015, China is 
predicted to become the world's largest 
economy in terms of GDP, surpassing the 
US economy (International Monetary Fund 
(IMF) 2005). Further analysis of the Chinese 
economy suggests that China's middle class is 
increasing, and so are its incomes (McKinsey 
2008). Consumer spending power is also 
increasing. Per capita disposable income 
of Chinese urban residents was 13786 Yuan 
(about 2000 $US2000) in 2007, according to the 
National Bureau of Statistics; meanwhile per 
capita income of rural residents was 4140 Yuan 
(about $US600) (Zhu 2008). These economic 
indicators suggest that China is a promising 
country in which to do business. 
2 CULTURE 
The cultural differences between Australia 
and China are significant. For instance, 
Australia is an individualistic culture, and 
China is collectivist. Cultural differences 
are, in fact, the major impediment in Sino-
Australian business activities. Western firms 
that have misunderstood these factors have 
incurred significant losses (Chung 2006). 
We suggest that businesses should gain an 
understanding of the cultural characteristics 
of Chinese businesses, workers, and 
consumers before deciding to do business 
in China. Strategies that work in helping 
to better understand cultural difference 
include reading widely about Chinese culture, 
spending time in China immersing yourself in 
the country, and speaking to people who have 
worked in China. Arguably, the greater the 
socio-cultural difference, the lower the degree 
of equity participation a company should 
aim for. When there is a significant cultural 
distance, there is a correspondingly greater 
need for information, which results in greater 
business uncertainty and unpredictability. 
Australian businesses are frequently 
disadvantaged by cultural distance, a lack of 
language skills, knowledge of cultural traits, 
ethnic links, and access to Chinese society. 
For English speakers, Chinese is a difficult 
language to learn, and English pronunciation 
of Chinese terms is hard (but sometimes not 
for Australian politicians). A major barrier that 
companies have difficulty overcoming is the 
effective communication with their Chinese 
counterparts. This impediment is caused by 
misunderstanding the differences between 
the Chinese and Western business cultures. 
Companies are advised to provide cross-
cultural and language training to staff, and to 
engage bi-cultural personnel- those who can 
switch between the two cultures - in order to 
be successful (Chung and Smith 2007). 
3 LEGAL SYSTEM 
China's legal system is based on a civil law 
system, which is derived from Soviet and 
continental civil code legal principles, where 
the legislature retains power to interpret 
statutes (CIA 2008). This system is different 
to Australia's legal system, which is based 
on common law. The Chinese legal system 
has gone through profound change since 
1979, with approximately 300 laws having 
been promogulated, mainly in the area of 
commerce. Reform also occurred during the 
1990s to increase legitimacy and predictability 
within the legal system. To deal with legal 
issues in China, we advise Australian firms 
to seek legal advice through either Australian 
lawyers who have a specialty in Chinese 
law, or legal firms based in China, that is, 
either Chinese based lawyers, or through 
representatives of Australian law practices 
located in China. Despite this advice, however, 
we suggest that it is better for companies to 
develop strategies that will lead them to do 
business successfully in the first instance, 
rather than relying on or trying to use its legal 
system to settle disputes. This is because the 
Chinese rely on relationships and trust in 
doing business, not on lawyers. 
4 POLITICAL SYSTEM AN D POLITICS 
China is a communist republic; a one party 
state dominated by the Chinese communist 
party since 1949. Since 1979, China has 
undergone profound economic change under 
Deng Xiao Ping's reform program and the 
'open door' policy. The aim of this policy is 
to lead to economic prosperity and higher 
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standards of living for Chinese nationals. 
The economic reform since 1979 has seen 
China move out of a totally centrally planned 
economy into a market economy with socialist 
characteristics (Teng 2004). 
We suggest that it is important for 
businesses to know about the different 
levels of government in China. From a legal 
perspective, the People's Republic of China 
(PRC) has three levels of government, where 
in reality five levels actually exist. These five 
levels include provinces, prefectures, counties, 
townships, and villages. 
Provinces provide a cultural role where people 
tend to identify with the province that they 
are from. China administers 33 province level 
divisions. These include 22 provinces, five 
autonomous regions, four municipalities, and 
two special administrative regions. These 
provinces are theoretically subservient to 
the PRC government. Provincial levels have 
a large amount of discretion with regard to 
economic policy. Autonomous regions were 
established after the Soviet takeover of China. 
An autonomous region has its own local 
government, but has more legislative rights 
than a province as it is guaranteed more rights 
under the constitution. Muncipalities are large 
cities, and have the same rights as provinces, 
which include Beijing, Shanghai, Chongqing 
and Tianjin. Special administrative regions, 
including Hong Kong and Maccau, are 
developed under the policy of 'one country, 
two systems'. Hong Kong was transferred to 
Chinese ownership from the British, while 
Maccau was transferred from the Portuguese. 
At the second level of the administrative 
structure are the 333 prefectures. The next 
level is the 'county level', where there are 2872 
county-level divisions. The fourth level consists 
of 41636 townships. The final level, the village, 
is often classed as informal. Depending on 
the business, there may be different approval 
processes for business operation. Therefore, 
we recommend that businesses be cognisant of 
the government level that they need to target 
for business approval. 
The PRC also has Special Economic Zones 
(SEZs) that have special economic policies 
and flexible governmental measures that 
make these areas more conducive for doing 
business with foreign firms. China has 15 
free-trade zones, 32 state-level economic and 
technological development zones, and 53 new 
and high-tech industrial development zones 
in large and medium-sized cities. SEZs take 
on the role of generating foreign exchange 
by encouraging exports, and stimulating 
economic development by encouraging 
foreign direct investment. 
In summary, we believe that it is important 
to have connections and relationships with 
Government. An invitation to participate in 
China by the Government is seen as important. 
5 CHINA IN THE WORLD TRADE ORGAN ISATION 
China's entry to the World Trade Organisation 
(WTO) in 2001 is having a significant influence 
on businesses' entry modes and strategies in 
China (Teng 2004) . This is particularly true for 
businesses that export to China where tariffs 
and non-tariff barriers have an impact on the 
costs of export. For China, the WTO commits 
it to substantial reductions in tariffs, removal 
of many non-tariff barriers, and opening up of 
sectors, such as the service sector, to foreign 
competition. Australia should benefit from 
China's WTO accession, created by a new 
trade and investment regime in agriculture, 
manufacturing, and service industries. 
WTO rules are also projected to assist in 
trade disputes between Australia and China, 
making trade easier for Australian businesses 
as a result. 
6 AUSTRALIA-CHINA FREE TRADE AGREEMENT 
NEGOTIATIONS 
The Free Trade Agreement (FTA) is currently 
within its tenth round of negotiations 
between Australia and China. The FTA is 
expected to be influential for the types of 
strategies that Australian businesses choose 
for market entry and participation in the 
Chinese market. The negotiation of an FTA 
between Australia and China is important 
because Australia is well placed to benefit 
from China's expansion, and our economies 
are complementary, that is, China needs 
resources, which Australia has, to fuel its 
economy. 
The FTA seeks to give Australian exporters 
unique advantages over other countries in 
the Chinese market. In particular, the FTA 
seeks to reduce tariff and non-tariff barriers 
and to improve the investment environment 
for Australian businesses. The government 
expects that an FTA will have a positive effect 
on Australia's economy, with independent 
economic modelling showing that it would 
have a net positive impact on output and 
employment in both countries. 
7 REGIONAL LOCATION IN CHINA 
Location, location, location - true in real 
estate and true in doing business in China. 
Some areas may be important to locate for 
government incentive reasons, the need 
to be near suppliers, customers, ports or 
infrastructure. From a consumer-based 
perspective, some businesses may prefer 
consumers from particular locations, such 
as the north-eastern location because 
consumer spending power is greater than in 
rural areas in the west. Businesses should 
seek to locate where it is suitable for their 
business or suitable for the types of activities 
that they wish to pursue. The extraordinarily 
rapid development of Beijing, Shanghai, and 
Guangzhou has sometimes become a barrier 
to entry for small to medium enterprises 
(SMEs) due to the level of investment required 
for entry into these areas. Small to medium 
sized cities are being developed by local 
governments, often in the form of industrial 
parks such as the newly developed Suzhou 
Higher Education Industrial Park outside 
of Shanghai, and the Automotive Industrial 
Park outside of Beijing. These industrial 
parks are aimed at providing the necessary 
infrastructure to attract investments of 
a certain industry. These industries are 
strategically aligned with the central 
government's five -year plan. 
THE BUSINESS 
8 WHICH INDUSTRY ARE YOU IN? 
Some industries are enj oying the current 
economic conditions and growth in 
China more so than others. For example, 
BHP struggled for close to twenty years 
before making a profit in China and is 
currently riding the wave of the resources 
boom. The rapid growth in the building 
industry, automobile industry, and 
telecommunications industry in China 
has increased the demand on natural 
resources, such as iron ore, minerals and 
other commodity goods. Similarly, the 
cost advantage of producing textiles or 
manufacturing in China as opposed to 
Australia is an important trend in influencing 
businesses to set up factories and production 
plants in China. In the service industry, 
Australian companies may still find 
regulations that put them at a disadvantage. 
For instance, Westpac (with its official launch 
in early 2008) is not permitted to provide 
services in local currency under current 
regulations. This is very much industry 
related. In addition, market entry capital 
intensive services (manufacturing, hotels, 
electricity, telecommunications, and energy) 
as opposed to knowledge intensive services 
(architectural, management consulting, 
engineering, and financial services) may use 
more equity-based modes because ofthe 
requirements to have physical operations in 
China, thereby influencing the desire of those 
firms to make an investment. 
9 MARKET AND PRODUCT RELATED FACTORS 
Market-related factors, such as the way 
the market responds to Western products, 
may influence the types of strategies that 
businesses choose to use. Some businesses 
will target Chinese consumers, while others 
will focus on foreign consumers, or expatriate 
Australian consumers. For example, Aussie 
Pies started business in Shanghai about 
10 months ago. Its current customers are 
expatriates - Australians, Brits and other 
Westerners - who are homesick for Australian 
or Western food. Chinese consumers have 
not yet taken to the slightly sweeter Aussie 
Pies, suggesting that an understanding of 
consumer preferences in China is worth 
consideration for Australian businesses. Some 
products may not be understood by Chinese 
consumers and, therefore, the challenge is 
to educate customers about the benefits of a 
particular product. For instance, the sale of 
milk in a country that has not traditionally 
consumed dairy means that the marketers 
of milk products need to educate consumers 
on the health benefits of dairy. The beer 
industry may also provide useful insights. 
Aussie beer has a strong taste of hops in 
comparison to imported or Chinese beer, and 
is still not accepted by the majority of Chinese 
consumers. Instead, they much prefer the very 
light flavoured beer by Budweiser or Suntory. 
The amount of consumer spending power 
across locations may also influence strategy. 
For example, there would be no use in 
marketing expensive consumer goods to 
Chinese consumers in rural areas who 
cannot afford such goods. 
10 SIZE 
Large firms often have the odds in their 
favour in doing business in China. Australian 
companies sometimes overlook the size and 
depth of the Chinese market. Although the 
prices of raw materials appears to be low in 
comparison to Australia, the scale is usually 
so big that only large sized companies have 
the financial backing to compete. Large, 
resource-rich firms are able to negotiate 
concessions with national governments better 
than smaller firms because of their political 
influence. Size is an important predictor 
of entry mode, with larger firms generally 
choosing equity-based modes. Wholly 
foreign owned enterprises (WFOEs) entail 
significantly higher resource commitments 
and higher risks, with larger firms having a 
greater ability to expend risks than smaller 
firms. Size may also be related to success in 
China because ofthe ability to devote more 
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resources (people and capital) to projects 
and investments in China. For instance, as 
Budweiser had a marketing budget that was 
several times larger than that of Foster's 
or Lion Nathans, it was able to sustain its 
marketing campaign until it achieved success 
in the Shanghai market. 
11 FINANCIAL RESOURCES AND CAPABILITY 
The financial resources of a business affect 
the strategies it can pursue. Businesses may 
consider a two-stage option for entry into 
China. Some firms may feel more comfortable 
testing the market using less expensive modes 
of entry, such as exporting or licensing. Once 
the business has been built up, they may 
pursue more expensive modes, such as an 
Equity Joint Venture (EJV) or a WFOE. 
Financial capability also refers to the ability 
of a firm to find debt finance that will fund the 
project. Less ability to access finance would 
see less risky strategies being pursued such 
as exporting. Because of the risk involved, 
some firms may have a preference for using 
their own equity in foreign ventures, rather 
than using funds raised publicly or borrowed 
finance. 
12 BUSINESS STRATEGY: FOUR TO CHOOSE 
FROM 
We propose four types of strategies that firms 
can pursue in China: 
DOMESTIC MARKET FOCUSED STRATEGY 
> Consumer products produced in China for 
the Australian market 
> Entry mode: EJV, WFOE, representative 
office, a licensing arrangement, or contract 
manufacturing 
Under this strategy, firms entering China 
are primarily seeking alternative resources 
dominated by cheaper labour and 
manufacturing costs. The product would 
not be sold in the Chinese market because 
consumer tastes and preferences would not 
suit to such a product. 
EXPORT MARKET FOCUSED STRATEGY 
> Any product that could be marketed in 
China 
> Entry mode: Export 
An Australian firm would simply export its 
product from Australia to China. It may not be 
appropriate to produce this particular product 
in China because the industry is restricted, 
or cultural, financial and legal factors make 
it difficult to produce. A lack of financial 
resources may limit the ability of firms to 
manufacture in China, so they export instead. 
HOST MARKET FOCUSED STRATEGY 
> Produce and sell product in China 
> Entry mode: ElY, WFOE, a licensing 
arrangement, or contract manufacturing; or 
franchiSing if a service or retail business 
Under this strategy, firms go to China seeking 
to access its 1.3 billion potential consumers. 
A company, whose research indicates that 
its product could be viable in the Chinese 
market, decides that its best strategy is to 
locate its production base in China to increase 
access to the market and to reduce costs. This 
could also be part of an offensive strategy, 
where the firm exploits new markets. }} 
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OTHER MARKET FOCUSED STRATEGY 
> Produce in China for local consumption 
and export to non-Australian markets 
> Entry mode: EJV, WFOE, a licensing 
arrangement, or contract manufacturing 
In this strategy, a firm sets up production 
in the Chines market to service the Chinese 
market and other foreign markets. The move 
to China as a production base may be an 
ultra competitive move by the firm to achieve 
a global market position to head off global 
rivals and potential competitors. It figures 
that it can base production in China, service 
the Chinese market and other foreign markets 
to gain extra revenue. 
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